The Duisberg Memorandum 
on the unification of the German paint factories from 1916 


The memorandum by Carl Duisberg entitled "Die Vereinigung der deutschen 
Farbenjabriken" (The unification of the German paint factories) from August 1915, 
which is reproduced below, is based on a version he had already drawn up in 1904, 
which, one year after the outbreak of the First World War and taking into account the 
economic and global political changes that had occurred in the meantime, once again 
called on the existing paint factories to use the favorable situation to bring about a 
large monopoly unification. An analysis of the memorandum can be found &!sewhere2, hut 
this much can be said here about the new version of 1915 compared to the 1904 
version: it has not only been revised and adapted to the new situation. 

"adapted to the conditions of the times", as Duisberg notes in the introduction3 , but it 
has been considerably changed in quite a few passages, and also expanded. This 
applies not only to the increased treatment of the problems associated with the expiry 
of a number of patents, which put an understanding between the competing companies 
on the agenda, but also, for example, to the considerations on "Advantages in social 
relations" and the section on "Association is at the same time a business association", 
in which the monopolist Duisberg quite clearly identifies himself as an opponent of 
trade union endeavors. 

In some respects, his formulations became more precise, for example in the amended 
passage of the 1904 version, which still stated, among other things, "an influence 
on the world market in the interests of domestic conditions" as the purpose of the 
desired monopolization. In 1915, under the conditions of the now advanced 
concentration and the course of the first year of the war, he reformulated one word. 
The purpose of the association was now "a domination of the world market in the 
interests of domestic conditions "5. 

The 1915 memorandum was first presented to the public in 1963 in the 

Tradition — Zeitschrift fiir Firmengeschichte und Unternehmerbiographie", 
Leverkusen. 
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Cf. Duisberg, Carl, Denkschrift über die Vereinigung der deutschen Farbeniabriken, in: Abhandlungen, 
Vorträge und Reden aus den Jahren 1882-1921, Berlin-Leipzig 1923, p. 343tf. 

Cf. the works published in this volume of the Yearbook by Sonnemann, Rolf, p. 119tf. and Et.oltl, Heike, p. 
196tf. 

Duisberg, CMI, Die Vereinigung der deutschen Farbenfabriken, in: Tradition — Zeitschrift fir Firmen 
geschichte und Unternehmerbiographie, 5/1963, p. 199. 

Derselbe, Denkschrift iiber die Vereinigung der deutschen Farbeniabriken, op. cit. p. 344 (emphasis mine 
-= H.R). 

Derselbe, Die Vereinigung der deutschen Farbenfabriken, op. cit. p. 199 (emphasis mine - H. R.). 
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If we have decided to print the unabridged text of this memorandum — with the kind 
permission of the publisher of "Tradition", Wilhelm Treue — in the "Jahrbuch fiir 
Wirtschaftsgeschichte", it is primarily because it is not only an interesting source on 
the origins of the IG Farben Group, but also an important document on the history of 
German imperialism in general. 

Significant differences between the 1915 version and the 1904 version are indicated by 
annotations at the relevant passages in the following reprint. Minor changes, 
modernizations and stylistic corrections have not been taken into account. 

HERMANN ROTH 
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The Association of German Paint Factories 


FROM C. DUISBERG 


(In January 1904, this thought served as the basis for 
the negotiations conducted at that time and has now 
been adapted to today's circumstances). 


Introduction t 


The merger of large industrial companies into syndicates or cartels (coal 
syndicate, cartel of pig iron, cast iron and rolling mill iron producers, 
international lead paint cartel), the merger of large electrical works (the merger 
of "Siemens & Halske" with "Schuckert", the "All gemeine 
Elektrizitatsgesellschaft" with the "Union", .Lahmeyer" with "Felten & 
Guilleaume"), the founding of large associations of dyers and printers in 
England and America (Bradford Dyers Association, British Cotton & Wool 
Dyers Association, Calico Printers Association, American Woolen Co.) and, 
above all, the trust movement that is sweeping through almost all branches of 
industry in America - more than 70% of the total capital invested in American 
industry is already united in trusts - all these phenomena give rise to the 
question of whether the conditions in the German chemical industry, and 
especially in the dye industry, are not also such that an association of the 
various dye factories is expedient. 

The purpose of this memorandum is to describe the current situation of this 
important industry, to identify the advantages and disadvantages of such a merger, 
and to show ways and means of implementing and organizing a merger. 


Purpose of the industry associations 


The purpose of any capital and business association, the merger of several 
industrial enterprises into one large corporation under joint management, 
should always be to reduce the costs for the company as far as possible. 


1 The 1904 memorandum had not yet been divided into sections by Duisberg, as was the case with the new 
version in 1915 (H. R.). 
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The aim should be to achieve the highest possible profit from production, 
administration and sales while eliminating ruinous competition in order to 
achieve a favorable return on invested capital, not only by paying civil servants 
and workers as well as possible and providing appropriate care for them and 
their families, but, above all, to bring about a domination of the world market in 
the relevant field in the interests of domestic conditions by implementing the 
most extensive division of labour, which is only possible in a large 
organization, while maintaining the centralization necessary for any 
reduction in the cost of industrial services. 


Date of the merger 


It is obvious that a merger of many large and small industrial companies 
into a single company association is usually easiest to accomplish when the 
business situation in the industries in question is unfavorable and the benefits 
have fallen to a minimum. However, it is doubtful whether it is right and expedient 
to establish such large organizations under the pressure of necessity. In this 
case, the inevitable consequence of unification must be an increase in sales 
prices. But it is precisely this circumstance that has always incurred the 
wrath of the public and the legislators, however beneficial the syndicates (coal 
syndicate) and cartels (steelworks association) have often proved to be. In 
an emergency, it is much easier to find ways and means of reaching such an 
understanding and to sacrifice personal interests. The common paths leading 
to the final goal are then also much clearer and more visible than when the time 
conditions are favorable and the sacrifice of the personal freedom of the individual 
company, as required by the union into an industrial association, does not 
seem to be in proportion to the advantages that the union brings with it. 
However, branches of industry which, by their nature and type, can make the 
advantages of association their own, should join together to form large 
associations not in bad times but in good times. Then they can secure the good 
profits they have achieved so far for many years in advance without increasing the 
selling prices for their products and, if possible, even by reducing them. 


Scope of the paint and pharmaceutical industry 


Do the conditions in the German paint industry already make unification appear 
to be advantageous in the long term? Based on the experience gained so far, the 
answer to this question must definitely be "yes". No industry in the world is as 
comprehensive in technical and commercial terms, uniting scientific, technical 
and commercial forces to such an extent as the German dye industry. It needs 
scientifically well-trained chemists, engineers, physicians and pharmacists. In 
laboratories and workshops equipped as appropriately as possible, they 
endeavor to develop new chemical compounds with new coloristic, 
pharmacological or technical properties. 
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The aim is to discover new properties, to find new processes for the 
representation of known bodies, to construct new machines and apparatus 
in order to make progress after progress. Manufacturing, starting with inorganic 
raw materials and ending with dyes, remedies, fragrances, nutrients and countless 
technical articles, intervenes in almost all areas of industrial activity. Various 
means of transportation are required to transport the large quantities of natural 
products for processing and the heavy equipment used. In the company's own 
large workshops, countless machine tools are used to manufacture and prepare 
all kinds of equipment. Steam is used here to drive machines and boil liquids, 
compressed air to lift solutions and move tools, electricity for motor, thermal, 
electrochemical and lighting purposes, and hydraulics in all its forms. Machines 
for generating cold and ovens for high degrees of heat are used. The finished 
products in turn require the most sophisticated form of drying. Grinding, shaping 
and packing. In short, the chemical industry embraces all areas of chemistry, 
physics and mechanics, i.e. the entire field of technology. 

From a commercial point of view, there is hardly any other field in which such 
a comprehensive knowledge of goods is required as in the paint industry, both 
when purchasing raw materials and intermediate products and the countless 
technical articles, and above all when selling the thousands of different 
products. At present, sales can no longer be carried out without the use of 
technically trained staff such as colorists, doctors and pharmacists. 

It is understandable that an enterprise which is based on such a broad foundation 
and has to make use of so many different forces for its promotion and further 
development can only develop fruitfully and hold its own in competition if it is of 
a certain size in itself, given the large expenses required to pay the valuable 
workers and to maintain the costly workshops and laboratories. However, it is 
also obvious that the efficiency of the company can be increased by appropriate 
expansion, that expenses can be reduced and savings of all kinds achieved 
by increasing production. 


The existing companies 


The companies existing in Germany and Switzerland in the dye and 
pharmaceutical industry are listed in the attached tables, indicating the working 
capital (consisting of share capital, bonds and reserves shown in the balance 
sheet, including those for welfare purposes), the book value of land, buildings 
and machinery, the value of inventories and the dividends paid in the last five 
years. The price of the shares on the Berlin and Frankfurt stock exchanges 
on December 31 of the last five years has also been added on the basis of 
the most recent edition of Saling's stock market securities. 


Brought to you by | Nanyang Technological University 
Authenticated 
Download Date | 6/13/15 3:42 AM 


The Duisberg memorandum from 1915 41 


Situation of the paint industry 


As can be seen from these tables, there can be no question of the German 
paint industry being in dire straits so far. The average dividend for the last five 
years is 21.7% calculated on the nominal share capital, but only 10.4% calculated 
on the total working capital shown in the balance sheet. However, if one takes 
into account the fact that the majority of the above-mentioned companies 
have considerably increased their working capital over the years, not only 
openly through share premium income, reserve funds and ample depreciation, 
but also secretly through inventory reserves, reserves for bad debts, low 
valuation of inventories and investments, etc., the interest rate should be 
around 6%, i.e. no higher than the average for German industry. In addition, 
the bearers of the high earnings in almost all factories are a smaller number 
of mostly patented or otherwise protected products, while the capital invested 
in the production of acids and alkalis, the old dyes "Fuchsin", " Methylviolett", 
"New Green", the older azo dyes "Ponceau" and "Croceine" and the first 
substantive dyes "Benzopurpurine", "Congo", "Chrysophenin", "Benzoa zurine"” 
etc., hardly yields any significant interest. For years, "alizarin red", "alizarin 
blue" and "anthracene brown" were loss-making products for the factories 
that produced them, with annual profits in the hundreds of thousands. 

It is only in the last 15 years that these articles have become more or less 
worthwhile thanks to the convention between the few producing companies. 
This convention expired during the war and is unlikely to be re-established in 
the near future, as an agreement between the German companies and the 
British Alizarine Co. is not possible. 

The market situation for "paranitraniline", for which the selling prices are very 
often below the cost price, shows the price concessions to which an energetic 
struggle in the chemical field leads. The situation in the field of acid-dyeing black 
wool dyes is similar, although not as severe. In the past, when there was no 
convention for the substantive black cotton and sulphur dyes, the conditions for 
these large groups of dyes were just as unfavorable and could easily become 
so again after the war. For many articles in the dye industry, however, a 
convention in the sense of the existing price conventions for some dye groups 
can never be successfully implemented. If change is to be brought about in such 
areas, there is no other way than to unite the factories into a large company or 
interest group. 

The days when dyes protected by patents were used to great effect are over. 
Most patents of this type have already expired or will expire soon. Today, 
every company has the free right to dispose of such a large number of good, 
usable dyes, which can be substituted for each other and with which each 
company can compete against the products of others, that high earnings per 
kilo, which were possible in the past, are a rarity. 


18 Yearbook of Economic History II1/88 
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Expenses of the paint factories 


However, the overheads, especially the general expenses that the individual 
companies have to incur in order to remain competitive, have not decreased but 
have increased from year to year. There is no need to mention here the large 
expenses required for the scientific laboratories with their numerous first-class 
chemists and for the operational trials with the masses of new equipment on 
offer. This refers above all to the large annual expenditure, running into many 
millions, which is necessary in order to meet the wishes of customers in the dye 
works and printing works, which are growing from year to year, for testing the 
various dyes on all kinds of fibers and with the apparatus used in the dyeing and 
printing industry. Expenditure on sampling dyes for a wide variety of 
applications in the form of samples, sample cards, brochures and books also 
runs into the millions. Added to this are the not inconsiderable sums for the 
training of trainee dyers, customers' sons, etc. in the volunteer dyeing and 
printing works, which are present in every factory. The excesses in our 
industry should also be mentioned here, which consist in the granting of 
wages and gifts to such volunteer dyers, in the granting of large quantities of 
dyes free of charge for experimental purposes and in the payment of compensation 
even in cases where the dye manufacturer is not at fault, but the customer 
threatens to switch to the competition if this does not happen. As is well known, 
every company in the dye industry has a large staff of academically trained 
chemists, colorists and practically trained dyeing technicians, so-called 
technical travelers, who pre-dye the dyes, especially new products, on the 
most diverse fibers in all countries - not excluding Japan and India - at the 
customer's premises. Very often the competition between the factories goes 
so far that the colorists of all the companies in a dye works carry out their tests 
one after the other in order to imitate certain shades as cheaply and as 
authentically as possible, if necessary by paying for the fibres to be dyed and 
using dyes supplied free of charge. An army of travelling salesmen and 
agents constantly bombard customers in order to secure orders, even the 
smallest kilo orders. 


Large warehouses 


Customers demand that the dyes ordered must be delivered immediately, 
preferably just a few hours after the order is placed. In all industrialized 
countries, most German dye factories therefore have large sales branches or 
special sales outlets where stocks sufficient for several months, often even 
years, are stored for quick service. From these general warehouses, the 
smaller warehouses located in the individual dyeing centers are then supplied 
according to local requirements to ensure even more prompt delivery to 
customers. The world stock, which the dye factories store in their 
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The number of products, numbering in the thousands, from the /2-pound pack 
through the kilo packs to the barrel packs, counts for many, many millions. As a 
result, it often happens that when long-stored products are sold, prices are 
achieved that are lower than the previous cost price spent in the manufacture of 
the products due to the improved yields and reduced manufacturing costs. 
Apart from the great risk involved in holding such huge warehouses, 
especially in wartime, the storage costs are in themselves very significant 
because the warehouses usually have to be located in places where rents for 
offices etc. are very high, such as downtown New York. Added to this are the 
expenses of the sales branches, not only office and insurance costs, but 
above all the salaries of the commercial and technical sales staff with the large 
office and dispatch personnel. The external commercial and technical sales 
bodies, which in themselves take many years before they feel at home in the 
specialized field of the dye industry, try to make themselves more and more 
independent of the parent company, even if they are not already autonomous 
by virtue of their establishment as independent companies, and increase their 
demands for salaries, sales commissions and profit sharing higher and higher 
as a result of the expenses with which one representative tries to outdo the 
other. 


Abuses in sales 


Given the fierce competition between companies, it is understandable and 
natural that abuses occur in sales, which are difficult to eliminate completely 
without a merger of companies. | am referring here to the granting of long- 
term credit of 9 to 12 months, as in Poland and Russia, and the consequent 
granting of increased discounts for cash payments, the introduction of 
bonuses and free deliveries, sometimes up to 60%, the conclusion of long-term 
contracts, contracts, often extending over three and five years, in which the 
possibility of covering oneself in advance against fluctuating raw material 
prices is excluded, and finally the ruinous bear market clause, which makes any 
contract illusory for the manufacturer as soon as market prices fall. In short, 
these and a large number of other sales irregularities make the dye business 
appear to be less than satisfactory from a commercial point of view. If the 
various companies were united, most of these often ruinous sales regulations 
and abuses could easily be eliminated. 


Patent disputes 2 


The German Patent Act has, as no one will deny, been of great benefit to the 
chemical industry and has contributed to the development of the large aniline 


2 This section has been added to the original text. It demonstrates Duisberg's awareness of the fact that it 
was becoming increasingly difficult for individual factories to protect their products, which were no longer 
monopolistically protected by patents, from competition (H. R.). 
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color falsification contributed to this in the first place. Although there used to be 
countless battles between the patent holders, a certain truce was reached over time 
with the progress in the knowledge and correct assessment of the legal situation. It 
was not until years ago that the German Patent Office began toto exclude the question 
of dependence, which until then had been permitted in opposition proceedings, from 
consideration and assessment, did the German Patent Office 

the :patent disputes between the companies have reasserted themselves. 
Countless such dependency actions have been brought before the ordinary 
courts. Due to the difficulty and slowness of legal proceedings in this field, they 
are paralyzing prominent forces otherwise active in the field of invention and 
sharpening the contrast between companies in the commercial field as well. A change 
is hardly to be expected here. The battles in the field of patent law will not stop 
unless a merger of the companies in some form makes them unnecessary. 


Customs and patent legislation _ 


Customs and patent legislation in the various countries forces the German tar 
thread factories, if they do not want to lose their sales, to set up foreign factories in 
which the coloring end products, which are subject to high customs protection, are 
produced, usually using the intermediate products and semi-finished products 
produced in the German factory. Thanks to their superiority in the intermediate 
products industry, German factories have so far managed to outperform their 
foreign competitors. A 

@ei.n to ‘hold. 'b@w. almost gariz w' uiiterdriicken `. and after the war, this 


Wes be Jeon @eildexi: WJ' all finecllich@n Länder an also many neutral 
erica) 
Already now, like England, they are anxious to grow 


product industry! : 
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France and Russia 


However, once a single German paint factory has set up a factory in a foreign 
customs territory, e.g. in Russia or France (in the latter country, not only because 
of customs regulations, but also to protect patent rights), the other paint 
factories are forced to follow suit. All of them then have to acquire a more or less 
large area, under unfavorable conditions: erect expensive buildings, assemble costly 
apparatus and machines and start manufacturing the same articles that are 
produced by the first company. In this way, in addition to the small domestic 
factories existing in the customs foreign country in question, a whole army of 
German factories (there are currently seven in Russia) is created. These are 
all set up to produce large quantities. But as a result of the almost 


1 
` 


3 The above sentence is a good example of how Duisberg assessed the consequences of the war for 
German industry and the post-war perspective as early as 1915. He thus reflected the changes 
_ The calculations that had arisen since the first memorandum, especially since the outbreak of the war, as a 
result of foreign orders and foreign competition (H. R.). 
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Due to the always overestimated absorption capacity of the foreign market, 
they are unable to find corresponding sales and are therefore forced to restrict 
production because exports from these countries are ruled out. As a result, 
selling prices fall to and often below cost price. However, those companies that 
do not take this thorny path of foreign production must gradually abandon 
business in such customs countries. 
countries a t all. 


United States of North America’ 


Even in the United States of North America, where previously only 
pharmaceutical products could be manufactured with advantage, some 
companies have taken up the manufacture of these products, forcing the 
competitor companies, if they do not want to completely give up the business 
they have had in patented products for many years, to set up costly plants 
there as well. E > 
But woe betide us if after the war, as is to be feared, America raises the tariff of 
30 % for aniline dyes, which at present makes manufacture across the ocean 
appear worthwhile only for a few selected dyestuffs, puts the hitherto duty-free 
alizarin dyes and indigo on an equal footing with aniline dyes, and generally 
reduces or abolishes the duty on intermediate products:The duty on alizarin dyes 
and indigo, which have hitherto been free of duty, has been raised to the same 
level as that on aniline dyes, and the duty on intermediate products has generally 
been reduced or abolished; efforts are already under way to introduce a specific 
miniature protective duty of 7 to 10 cents per pound in addition to the ad 
valorem duty. Then, with the large consumption of aniline, alizarin dyes and 
indigo in America, all German factories without exception will probably be forced 
to switch to their own production there as well.'If the German dye factories have 
joined forces by then, they can wait quietly for the time being until disruptive 
domestic competition arises. However, if the construction of a paint factory 
cannot be avoided, as was the case in England when the patent law was 


changed, then at least one fac*7:*7-"" --~7s to be built in America, as ** > 
tripartite alliance of Berlin, Leve.. dwigshafen did in England at: > 
time. : 

England 


In England, a major consumer of organic dyes, the situation for German dye 
factories will be particularly difficult after the war . The new British Dyes Limited 
has now been founded there with the support of the British government. It will 
take a great deal of effort in all directions to get back into business here. The 
sales prices of the products, which are also made by the new English 
competition, must be kept very low in order to prevent the English from enjoying 
their newly founded state industry: We must 


4 This and the following section have been brought up to date with the latest developments in economic 
policy (H. R.). 
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We are gearing up for a huge battle here. This will be much simpler and easier to 
wage if the German companies work together instead of against each other, 
especially if England goes on to introduce protective tariffs for dyes, which is not 
impossible. 


Foreign factories weaken German headauarters5 


However, the more foreign countries begin to protect themselves against the 
import of foreign dyes by imposing high tariffs, the more factories are built 
abroad, the worse things will become in our main German factories, which will 
no longer be sufficiently busy due to the loss of foreign demand. If we add to this 
the expiry of good patents, which obviously cannot be replaced by new, equally 
profitable patented processes, we have to reckon with the deterioration in 
business in the textile industry in Germany in recent years, which always results 
in a fall in dye prices, because every company initially believes that the low sales 
and the resulting increase in factory expenses can be remedied by lowering sales 
prices, the picture that emerges for the German dye industry in the struggle for 
existence on the horizon of the future is not a very pleasing one. Nor should we 
forget that many years ago the paint industry went through a very serious crisis in 
the face of fierce competition and that a repetition of such conditions cannot be 
ruled out. It is true that since that time all companies have broadened their 
base, increased their reserves, improved their facilities, perfected their 
organization and made provisions for the future, but the chemical industry, like 
any other, rests on feet of clay and is dependent on a whole series of political and 
economic conditions. 


Situation of the pharmaceutical industry6 


The situation is similar in the pharmaceutical industry, which is closely linked to 
paint production in many factories. Ten years ago there was an emergency here, 
which has been largely resolved by the formation of a joint venture between the 
five larger companies that exclusively produce pharmaceuticals. In the meantime, 
conventions have also been concluded for products such as sulphonate and 
trional, phenacetin, salol, guaiacol and creosote carbonate, which are only used 
in small quantities and, despite the inconvenience of production, as in the case of 
sulphonal and trional, are repeatedly used due to the necessary raw material, 
mercaptan. 


5 The end of this chapter is not included in the first version. This shows the certain feeling 

Duisberg for objective economic laws.In no way convinced of the steady prosperity of economic development, 
he calls prognostically "in good days" for the unification of colors. 

factories, which he believes will give him a sufficient monopoly position for future competition (H. 
R.). 

In this section, the "Situation of the pharmaceutical industry" is presented more comprehensively than 
originally in accordance with the changes that have occurred since 1904 (H. R.). 
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attracted new manufacturers. Due to the simple presentation of some of these 
products, the conventions will probably not last long, even though the selling 
prices have been set quite low. Good prices are only achieved for specialties 
that are subject to patent or name protection, and only for these. However, it 
should not be overlooked that in some patent countries, such as England and 
America, repeated movements have been staged against the patent protection 
of pharmaceutical products. Who knows whether the legislative bodies in 
these countries will not one day give in and follow the views that already 
prevail in the Roman countries, namely to deny all patent protection to 
pharmaceutical products themselves and the processes for their manufacture. 
The same applies to trademark protection. Here, too, wide circles are 
endeavoring to eliminate the registrability of words used to designate 
pharmaceutical products. The military authorities as well as the supervisory 
authorities for German hospitals and clinics and, above all, the local and 
company health insurance funds are already officially prescribing doctors to 
prescribe only the latter, because they are cheaper, in cases where products 
of the same type are on the market under the chemical name in addition to the 
product protected by the name. 


Influence of the ”4"7 


We will only be able to assess the enormous impact that this world war forced 
upon us will have on our industry, with its large credit balances and 
outstanding accounts in enemy countries and the factories with large assets 
that exist there and have been repeatedly placed under sequestration or 
military supervision, once the war is over. In any case, we will have to reckon 
with great losses. But the situation of our factories and our sales in Germany 
is also very unpleasant due to the restriction or prohibition of the use of 
saltpetre, nitric acid and sulphuric acid and due to the export ban or the 
restricted export even to neutral foreign countries. It affects one factory more 
than another, as not all of them are in a position to adapt to war conditions by 
producing war articles such as explosives, ammunition, etc. and to use the idle 
apparatus for the production of intermediate products for other purposes. If 
the factories were united in a large association, the disadvantages resulting from 
this situation would be distributed equally among all of them, which is currently 
only the case for the companies in the community of interests, but even here 
to a limited extent due to their small size. 


Outlook for the future 


Certainly, all these difficulties have to be overcome, and in the struggle of 
producers against consumers, in the competition between factories, in the 
general struggle of man for existence in general, there are still means to be 
found. 


7 The chapter "Influence of the war" is naturally not included in the first version (H. R.). 
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and ways have been found to get over grievances and bad times. No industry 
still has as many unworked fields available where gold can be found in 
abundance as the paint and pharmaceutical industries. For decades to come, 
the inventor is assured of success in the manufacture of new products. The 
manufacturer is able to string together one success after another by changing 
manufacturing processes or replacing existing ones with new or cheaper 
ones. The merchant has a great field of activity open to him due to the 
versatility of the textile industry, which strives to refine the many fibers at its 
disposal more and more. Fashions with their ever-changing color variations are 
forcing the inhabitants of the whole world more and more under their sway. 
Natural indigo is now only used in small quantities and the hour of its 
destruction has already struck just as surely as was the case with madder as a 
result of the battle with artificial alizarin in the 1970s. was the case. Relatively 
large quantities of blue wood are still needed, which will gradually be replaced 
by the acidic and substantive black azo and sulphur dyes. 

In short, looking into the future, the darkness is illuminated by the sunbeam of 
hope for a progress that is not possible in any industry as much as in the 
chemical industry. 

Nevertheless, it is our duty, as those of us who are responsible for the weal and 
woe of the paint industry and who have to ensure that the evils and grievances 
that are never absent in any progressive movement are eliminated, to consider in 
detail whether better and more pleasant relations cannot already be established 
between the individual competitors, whether the struggles that are the 
consequence of any competition cannot be alleviated without renouncing the 
advantages of this important economic stimulus. The association of companies 
in the chemical industry brings us closest to this goal. 

Having described the current situation of the dye and pharmaceutical industry 
in all directions, our second task is therefore to weigh up the advantages and 
disadvantages that would arise if all the dye factories were to join together to 
form a large community. 


Disadvantages of the association 


As we have seen above, the chemical industry extends into almost all areas of 
industrial activity and provides an excellent example of the symbiosis of 
science and technology. The paint industry did not arrive at its comprehensive 
development without further ado. It was only through competition, through the 
compulsion and necessity to make use of all the means and ways available to it 
in order to achieve success in the struggle between one company and 
another, that the admirable diversity of its activities was formed. With the 
elimination of competition, with the inhibition of natural development, with the 
paralysis of these two effective and progress-promoting forces, however, the 
strengthening of the large and powerful company that had become the mainstay 
of the industry also ceased. 
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industry if it does not succeed in eliminating competition externally through 
suitable organization, but not only allowing it to exist internally by maintaining 
the individuality of the individual companies and their facilities, but even 
developing it further. Those large scientific laboratories, those patent and legal 
offices staffed with good legally trained and chemically educated people, they 
would not have come into being, the invention business in the chemical 
industry would have slackened, if one had not driven the other forward in the 
race, in the struggle for priority, as caused by patent legislation in the most 
diverse countries. Sales of dyes, which today must be estimated at well over 
300 million ™arks8 , would not have become so large if one competitor had not 
prompted the other to keep inventing one new dye after another, endowed with 
the most diverse properties, to manufacture them as cheaply as possible, bring 
them to market as quickly as possible and introduce them to the most diverse 
customers through excellently organized sales apparatus. 

If the number of merchants and technicians that one company after another 
was forced to employ in the competitive struggle had not been so great, the 
consumption of natural dyes from abroad, such as blue wood, yellow wood, 
indigo and many others, would have been considerably greater than it is today. 
Had it not been for the competition, the German tar dye industry would certainly 
not have succeeded in gaining sole dominance on the world market and 
wresting this industry from the French and English, so that the non-German 
factories existing in these countries would not have achieved any great 
significance. With the abolition of competition a stagnation of progress, a 
resting and letting go, easily occurs. Worse than that, with the unification of 
industrial power in one hand, the temptation to abuse this power is all too 
obvious. We refrain from the danger of the men at the top succumbing to 
delusions of grandeur. But it cannot fail to happen that such a powerful capital 
company forms a small state within the state, which the legislators hate 
because it cannot easily be subordinated, and which the public fears because 
prices can easily be increased. Furthermore, the increase in profit arouses the 
envy and resentment of all those not involved in the enterprise and increases 
the covetousness of the officials and workers employed. Such large 
manufacturing organizations have also often gone over to keeping the prices for 
their products abroad temporarily lower than at home in order not to have to 
restrict production. Laws of all kinds have therefore been enacted, e.g. in 
America, to prevent or restrict the formation of such large-scale associations by 
increasing taxes, through anti-trust regulations and special control measures. 
Further measures to prevent sales at cheaper prices than those customary in 
the country of production (anti-dumping laws) are being considered by America 
and England. 


8 In 1904, 260 million marks were still stated (H. R.). 
9 In 1904, Duisht'rg's formulation was still "meaning" (H. R.). 
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The worst thing of all, however, is the danger of new competitors emerging, 
even if they often only appear for the sake of being bought up by paying out 
compensation. New competitors are particularly likely to emerge if the 
establishment of a large corporation goes hand in hand with an increase in the 
previously depressed sales prices. This makes the evil that the merger is 
intended to eliminate even greater. Finally, if, as has happened in America with 
almost every trust formation, the merger is carried out in such a way that the 
owners of the various factories greatly overestimate the capital values invested 
in their companies, and also pay enormous sums for the so-called "good will", 
the merger is not carried out all at once, but a number of larger factories 
standing outside remain for a while, If the amalgamation is not carried out all 
at once, but a number of larger factories outside the group are retained for 
some time, which can then only be bought up gradually by spending exorbitant 
sums, the new company will be so enormously overcapitalized that instead of 
competition being eliminated, it will be overburdened with interest, royalties 
and other expenses, as is the case with the American Steel and Iron Trust, for 
example. Ruin and thus a huge loss of national assets is then the necessary 
consequence. 

Here applies what is shown again and again in nature: Trees never grow to the 
sky; the larger an organism becomes, the more it tends to decay and decline, 
unless it succeeds in establishing itself and decentralizing itself under central 
direction, as we see in highly organized living beings with their various organs. 


Advantages of a merger in capitalist terms 


So the question is: what are the advantages of these evils and can the dangers 
of such large-scale associations be eliminated at all? 

As can be seen from the tables, the dividends calculated on the nominal capital 
of the individual companies are very high. The size of these dividends led to an 
overestimation of the German dye industry in many directions and caused 
foreign governments to impose high customs duties on imports of dyestuffs from 
Germany at an early stage in order to draw the industry, which yields such great 
benefits, into their own country. After the end of the Great World War, in which 
the German dye industry played such a major role as a supplier to the textile 
industry and a contributor to the production of explosives and munitions, this 
will certainly become even worse.10 However, if the dividends paid are 
calculated from the working capital increased by the open reserves, the result 
already appears less brilliant. The picture changes completely, however, if one 
also takes into account the usually very large secret reserves and other abnormal 
reserves. 


10 The above sentence is a typical remark by Duisberg that takes account of the war situation, 
The text of 1904 was updated - just as the author, in his subsequent explanations, distinguished the 
shareholders of the Farbenfabriken by additional arguments from those associated with the Zusammen. 
The author tries to persuade the public of the "advantages to be expected in capitalist terms" (e.g. in the 
form of more constantdividends) (H.R.). 
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depreciation and amortization. The dividend is then no higher than usual, 
namely around 6%. 

In the event of a new formation or reorganization, which, however, requires a 
complete merger, a new capital valuation can be carried out, taking these 
reserves into account, and the usually extraordinarily high price at which the 
shares of companies in the paint industry are traded on the stock exchange 
can be reduced to the normal price, so that the dividend will then also be at the 
generally customary level. This so-called dilution of capital, which of course 
must not be a dilution and which is hardly or hardly feasible by a single 
company without unification and understanding among the various Finns, has 
many good things in its favor. The jealousy of the domestic and foreign 
markets, the overestimation of this industry at home and the associated danger 
of being burdened with all sorts of statutory levies will cease. In commercial 
contracts, tax laws and social policy measures, legislators and legislative 
bodies take more account of industries with normal earnings than those with 
high dividends. The stock market gives preference to such a well-funded large 
company over the weaker small one. The shares of such a large association with 
a price not much above par are easier to buy and sell than those heavy 
securities with a high market price. And let us not forget the advantages for the 
shareholder who does not regard the shares as speculative stock market paper 
but as a capital investment, who is perhaps the owner, founder or descendant 
of the former owners and founders and has been in possession of those shares 
since the company was founded. Is there any better insurance for him than the 
merger of the many small companies into one large company? The dividend will 
be more constant, the danger caused by the economic situation and time will 
be less. The shares of such a large company, built on a solid foundation, will be 
equal in value to the best government securities. 

The reorganization of several companies with small nominal capital into one 
large company with increased share capital also has a high social advantage. 


Advantages in social relationships 


In a large organization, it is much easier for a capable civil servant and worker 
than in a small one to give recognition to his efficiency and superiority and to 
work his way up without excessive demands on salary and wages and without 
increasing covetousness. Such a company also enjoys greater external respect 
and prestige, especially if, as is necessary and right, the advantages resulting 
from the merger are primarily used to promote the general public through 
welfare institutions of all kinds, so that the company can be regarded as 
exemplary and exemplary for all other companies. 


11 The ideas set out in this chapter are not yet included in the version "{Oll 1904 (H. R.). 
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Technical advantages 


But far more important, and this is where the greatest value should be placed, 
are the technical advantages. 

The management of a large company, if properly organized, is always much 
easier and cheaper than the management of a small company, especially if a 
large number of capable managers trained in this industry are available. It is 
then possible to fill all positions with outstanding people by selecting the most 
talented and capable and transferring them to those positions that offer 
everyone the best possible development of their individuality. 


Centralization of operations 


While almost every company now manufactures the same products in different 
quantities, the first task of management in centralization will naturally be to keep 
only the best-equipped and cheapest production facilities and close the others 
in order to centralize production and manufacture all products in large 
quantities, in large machines, in large batches. The successes are the lowest 
possible costs with more uniform quality and yield. Smaller, poorly located 
factories should be shut down completely in order to fully utilize the larger and 
better equipped factories, especially those that are more fully equipped in terms 
of machinery. This applies not only to the end products, but above all to the 
very significant financial results that can be achieved by combining the various 
intermediate production departments. In many cases it will also be necessary to 
take up the manufacture of articles of which each individual factory has hitherto 
only used a small quantity, so that the production of this small quantity is not 
profitable, but for which the combined consumption of all the factories 
probably justifies the establishment of a separate factory. 

Articles that come into question here include soda, potash, chlorinated lime, 
bromine, phosphorus, boric acid, permanganate and wood distillation 
products such as acetic acid, methyl alcohol and acetone. 


Avoidance of new capital investments 


The merger will prevent some companies from later starting to manufacture 
dyes and intermediates that are still patented by other companies. The same 
applies to the group of pharmaceutical products, photographs, fragrances and 
nutrients, the production of which would certainly be taken up by some 
companies, either because the profits generated from them are overestimated due 
to ignorance of the circumstances, or because these products have to be included 
in the sale, or finally because the aim of all factories to expand the basis of 
their production. 
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as broadly as possible in order to compensate for fluctuations in production, 
sales and profits. 


Exchange of operating experience 


The members of the community of interests of the so-called Triple Alliance 
(Berlin, Leverkusen, Ludwigshafen) have become very familiar with the visible 
and immediately calculable advantages that arise when the plant managers of 
the various factories exchange their operating experience with the 
manufacturing processes that are now secretly operated everywhere. 


Maintaining the principle of competition in the Jt "abrikation 


The fact that the management of the large association must not be tempted to 
create just one large production facility for all products means that the 

The preservation of competitive pnnz-ps, which is valued much higher than the 
advantage that mass production has over small-scale production. -@single 
productio:p. brings with it. However, for every important product, two amounts 
remain, which can be realized in terms of a reduction in the cost of the process, a 
reduction in waste and a reduction in the yield. 

If the managers are interested in the net profit and the operating results of each 
individual company through operating bonuses and premiums, the progress 
must be very great. 


Centralization of workers for new plants 


While it is now necessary in engineering terms for each factory to design the 
apparatus to be adapted to each production process in its design offices and to 
have the apparatus manufactured in its workshops in those metals which 
experience has shown to be best able to withstand the chemicals in question, 
the association of the various factories while retaining the various design 
offices in order to utilize the experience of the individual companies could in 
many respects lead to a centralization of factory operations and thus also to a 
considerable simplification and significant reduction in costs. 


Association of foreign branch factories 


However, the advantages of such a union are most apparent if only one 
factory remains in place of the many factories built abroad by the German paint 
factories. By increasing ;production, utilizing the experience of German 
unification, using the cheap raw materials and intermediate products 
supplied by the German factories. 
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this can develop into an invincible power factor in the country concerned. This 
will be particularly evident if, as is to be feared after the war, the major 
consumer countries, such as England, also introduce tariff barriers or, like 
America, substantially increase the existing ones, thus forcing the establishment 
of large factories for dyes in these countries as well. 

The technical benefits resulting from the merger will be so great that it will be 
impossible for small factories to compete against this large joint venture. 


Combating Swiss competition 12 


First and foremost, | am thinking here of the factories already existing or newly 
built in enemy countries, such as British Dyes Limited. There are also the 
companies in Switzerland, America, Holland, etc. that existed in neutral 
countries or were planned after the war. Some of them were founded to imitate 
the dyes, pharmaceutical products, perfumes, etc. invented by the German 
factories and protected by German patents, e.g. in Switzerland, whose former 
patent law excluded from patenting everything that could not be represented here 
by models, i.e. all chemical products and the processes for their manufacture. 
Most of these Swiss companies obtain the intermediate products required to 
manufacture the dyes from German factories, then manufacture the end 
products on Swiss soil and not only market the patented articles in the 
numerous non-patent countries, which they are entitled to do, but they also 
used to be very good at bringing them into the patent countries, often by 
complicated detours. The damage caused by these Swiss factories to the 
detriment of the German chemical industry was very significant. 


Advantages in commercial terms 


And then there are the commercial advantages! 

Everyone who has to buy and sell goods knows that large quantities can be 
bought much more cheaply than small ones, because when selling large 
quantities, apart from the cheaper selling costs, the maintenance of a large 
production also plays a major role for each factory. Not buying such a quantity 
can very often result in the ruin of a factory. 


Centralization of purchasing 


In addition, there is the power factor of the concern that everyone feels that if 
earnings are set too high, the manufacture of the item to be sold will be affected 
by the 


12 The entire section was newly incorporated into the memorandum in 1915 (H. R.J. 
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consumers themselves. The dye factories themselves have experienced this best in 
the formation of those great dyeing and printing associations in England and 
America, which, with their large consumption of chemicals of all kinds, have been 
granted such cheap prices that in the struggle between the various firms they are 
now the lowest in the market. The formation of the British Alizarine Co., which 
emerged from the Alizarin Consu ments of England on the occasion of the Alizarin 
Red Convention which had existed in earlier years and which had tightened the 
bow too tightly and standardized excessively high sales prices, is also an example in 
this direction. 


Reduced purchasing costs and protection against price gouging by 
syndicates and cartels 


Even if the articles to be purchased are subject to convention or are distributed by 
syndicates, the tendency to grant particularly cheap sales prices to large consumers, 
especially the financially strong associations with large consumption, is very great. 
The syndicates that currently exist for the sale of Spanish pyrites will certainly keep 
their prices in check out of concern about the acquisition of their own mines by the 
large consumers of sulphur pyrites. The same will be the case with the salt works 
and rock salt works, with the producers of solvaysoda, with the producers of 
benzene, naphthalene and anthracene, in short with all producers of such articles 
united by syndicates, of which the chemical industry consumes large quantities. 

By aggregating the demand for technical articles of all kinds and by purchasing 
them jointly from a purchasing center, it would certainly be possible to achieve 
significantly lower purchase prices for these consumer goods, which only play a 
minor role today. The purchasing center could be easily and effectively set up by 
decentralizing and employing suitable purchasers and market observers with 
knowledge of each article. 


Acquisition of inventions 13 


I also include the acquisition of inventions in purchasing, which has now reached a 
stage that requires reform due to the competition that has made itself felt here. 
Every chemical factory is offered inventions of all kinds by people and companies 
outside the chemical industry, on the acquisition or non-acquisition of which the 
future of the entire company can very often depend. The correct examination and 
evaluation of each such offer, in accordance with the principle: " Test everything 
and keep the best", requires a considerable amount of work and skill. Once you 
have correctly recognized the value of such an invention and are prepared to come 
close to acquiring it, the next step is to make the right decision. 


18 The following paragraph is not included in the old 1904 text (H. R.). 
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The inventor, who in the meantime has offered his invention to all other 
companies in the chemical industry, plays one company off against the other, as 
one cannot blame him for doing, thus increasing his claims out of all proportion 
and forcing him to make exaggeratedly high cash payments and profit shares. 
In this way, competition between the various companies has increased the 
percentage of participation, which was previously generally only 10% for dyes 
and 20% for pharmaceutical products, to 50% for the latter in some cases. This 
participation is not only granted for the duration of the patents, but also half of 
this profit share for a further 15 years. This profit share is also granted for a 
further 15 years if it is possible to protect the new name of the product by 
registering it in the trademark register; apart from the large sums which the 
inventors often lose as a cash down payment and which are often lost under the 
pressure of competition for valuable inventions. A fair balance will be achieved 
here, which gives the inventor what he deserves for his invention, but which 
also does not shortchange the manufacturer, who very often has to bear the 
main work and a colossal risk in the technical development, as soon as an 
agreement has been reached between the various companies. 


Centralization of sales 


What applies to purchasing, however, is the case to an even greater extent 
with the sale of products manufactured by the combined factories. Sales, which 
are now in a wide variety of hands for similar articles, both at the headquarters 
of the German companies and in the foreign sales houses, will be able to be 
managed and conducted uniformly everywhere and will undoubtedly make a 
whole army of commercial and technical administrative and sales bodies 
superfluous in the course of time. With the large turnover, the individual 
salesmen will specialize for each individual article, more than has been the 
case up to now, and thus increase their selling power; for each branch of 
industry, i.e. for the dyers of wool, cotton, paper, leather, jute, etc., and also for 
the printers, one commercial and one technical salesman can be provided. 


Reduction in the size of the bearings 


The warehouses for the various products that now have to be kept at the head 
office, at the branches of the individual companies and in the various 
consumption centers can be merged and thus become much smaller and the 
amounts of administrative, insurance and other expenses to be incurred can 
be reduced. 


Elimination of sales abuses and bad habits 


The elimination of sales abuses, as we described in the introduction and which 
under the current circumstances can hardly be eradicated in all countries. 
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is child's play. The conventions in place today are already endeavoring to create 
change in this direction and have sought to introduce fixed rules for discounts 
and rebates, eliminating the "bearer clause" and gifts. However, in the case of 
sales activities that take into account the individuality of each customer, which 
may not be discontinued under any circumstances in the future, but must be 
developed even more diversely without degenerating into abuses, the 
generalization of sales regulations, which is a prerequisite for competition 
between several sales organs while maintaining the same prices, leads to many 
difficulties in these conventions that cannot arise if sales are centralized in one 
hand. In this way, the great difficulties and inconveniences caused by anti-trust 
legislation, especially in America, are also avoided, because convention prices 
may not be traded there, often under heavy penalties of imprisonment. And 
finally, that savage competition which knows neither measure nor aim, which 
finds no bounds in the cost price, which does not even shrink from great 
losses, which has its cause and origin not only in the overproduction of similar 
articles, but is above all founded in the competition of the various sales 
organs, which find their reward in sales commissions, and is still nourished by 
unfair manipulations of individual customers, is to be eliminated at a stroke." 
The savings achieved by centralizing sales, combining sales branches, 
reducing the size of warehouses, eliminating sales abuses, standardizing 
propaganda, in short, by uniting the entire sales organization in one hand, are 
so great that they alone are sufficient to generate a normal annual return on the 
capital to be invested. Today, most companies are forced to calculate about 
15% as sales expenses. For a number of countries this percentage is not even 
sufficient, but is even a few percent higher. There is no doubt in my mind that 
at least 5% can be saved here by simplifying and reducing the cost of sales 
equipment and the entire sales apparatus, including all other measures. If we 
now take a turnover of 350 to 400 million as a basis and assume that the new 
company will be constituted with a share capital of approximately the same 
amount, the above-mentioned normal rate of return is self-evident. 


Elimination of competition 


Competition is the driving force of progress in many directions, but its free 
development has led to such economic grievances that competition in the 
production of materials has already had to undergo the most extensive 
restrictions through legal measures. All socio-political legislation is a restriction 
of freedom of action in the economic field. Unfortunately, little can be done with 
legal measures in the field of sales, since control is all too difficult here and 
international regulation, which is difficult to bring about, must be a prerequisite. 
Already in the 


14 The concluding remarks in this chapter were written in 1915 (H. R.). 
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In the field of industrial property legislation, many things have happened, but the 
best and simplest solution is the elimination of competition, always, of course, 
from the point of view that alone guarantees the permanence of such 
institutions, of moderation in every direction. 


General convention for most products 


With the unification of the German dye factories, a general convention for most 
products of the chemical industry, especially dyes, will be created in one fell 
swoop, eliminating the many obnoxious patent and legal disputes which 
absorb the best energies and which have often driven the various companies 
together to form conventions, and price squeezes, but without increasing the 
existing sales prices, and possibly even lowering these prices, and, since it will 
take on an international character and introduce prices on the same basis for 
the most diverse countries, will even guarantee consumers more uniform 
treatment across the board. 


The association does not harm consumers and the public 


If one also considers that the current prices of dyes, converted to the fabrics 
dyed with them, only play a very minor role and rarely influence the market price 
of consumer goods because the quantity used is extraordinarily small, the 
public and the textile industry will have no reason to condemn such unification 
efforts. On the contrary, during the period of almost 15 years when the alizarin 
business was in total decline with constantly falling sales prices after the expiry 
of the old convention, the Turkish red dyeing mills using alizarin longed for 
stability and fixed alizarin prices because the prices of Turkish red dyed game 
were also depressed due to the uncertainty of the alizarin market. The red 
dyeing mills wanted the alizarin convention to be re-established because they 
hoped that this would also lead to a recovery of the red yarn market. 


Competition is not to be feared 


A general convention, however, need have no fear of new competition : it can, 
with the intellectual forces resting within it and with moderation, both in fixing 
the selling prices of individual products and in the general earnings to be realized, 
have a beneficial effect for the capital invested in this industry and, above all, 
for the officials and workers employed in it. To the exclusion of foreign 
competition, it will permanently promote the interests of national industry. 
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Association,, ng is also an employers’ association15 


At the end of this chapter, | would also like to point out the advantage that the 
possible unification of the German paint factories would have over the 
workers’ organizations. The struggle of these organizations for power and 
influence, and the intention of the trade unions, as the towing vehicle of Social 
Democracy, to bring about a constitutional management of the factories with 
the ultimate aim of eliminating the power of capital as envisaged for the future 
state, has so far had little effect in the chemical industry. It is true that 
individual factories, such as the Elberlelder Farbenfabriken, the Badische 
Anilin- & Soda-Fabrik and others, have already experienced total or partial strikes. 
But as is to be expected given the diversity of the groups of workers employed 
in the chemical industry - day labourers, locksmiths, lead solderers, carpenters, 
plumbers, coopers, stokers and machinists - the efforts of workers’ 
organizations to gain a foothold in this industry are constantly making 
themselves felt. As numerous cases of this kind, also in the chemical industry 
in America and England, have shown, with the power of the workers' 
organizations, the individual factory is powerless against such movements and 
can either, if it always gives way, not remain competitive, or, if it exposes itself 
to such a struggle, must undergo a severe crisis. The employers’ associations 
existing in the individual districts cannot be of much use here, given the 
peculiar nature of the chemical industry. A union of all the chemical factories 
within the framework of the Association for the Protection of the Interests of the 
German Chemical Industry to form a large employers' association of the chemical 
industry also has great reservations and is of little value. It would be different, 
however, if the large German paint factories joined together to form a company 
association with the same interests across the board. Then the power of such a 
financially strong group is so great that the workers' organizations will fail and 
the workers themselves will not dare to start frivolous strikes. Then, if a work 
stoppage does take place, one factory can help out the other with goods and 
the company as a whole can survive the strikes, which are usually long-lasting 
and staged with great skill, victoriously and without too much damage. The 
formation of the large American trusts is often due to the lack of employers' 
associations, the lack of cohesion among employers and the colossal power of 
the well-organized unions, which have amassed huge sums of money and 
achieved numerous successes in all areas. The great successes of the 
American unions are also one of the reasons why the former danger of the 
superiority of individual American branches of industry over those in the old 
world can be considered to have been eliminated. 


15 An important development in the memorandum text that characterizes Duisberg's political development 
is this section, which identifies the author as a class-conscious monopolist (H. R.). 
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Fonn of the association 


\lf we now approach the question of how such an association can be organized 
and implemented, we must first try to clarify which external form would be the 
best and most successful for the association. 


Syndicate or cartel formation is unfeasible 


There have been many different ways in which two or more companies have 
been syndicated or merged on the basis of the existing Stock Corporation Act. 
The simplest form, which causes only minor expenses, is that of the 
syndicate. The stock corporations and companies remain as they are and 
hand over their entire production for sale to a sales syndicate to be founded, 
which is assisted by an advisory board to be formed from the management for 
the purpose of setting the takeover and sales prices, standardizing production, 
allocating orders, etc. These are institutions such as we have seen in the past. 
In other words, these are institutions like the ones we see operating 
successfully in the coal and coke syndicate. However, such a syndicate is only 
feasible if the articles to be distributed are simple and standardized. With the 
thousands of different products in the paint industry, especially with the many 
new products that the paint factories have to bring out in line with progress, 
there is no possibility of reaching agreement on takeover, sales and bidding 
prices. Not to mention the special products that each company brings to market 
as patented, proprietary articles in order to compete with the old products 
available to all companies. Also, a sales syndicate can only be concluded for a 
limited period of time, which again does not allow the existing sales 
organization, which in the paint industry is an international and diverse one, to 
be abandoned and replaced by a new one. The exchange of operating 
experience is completely eliminated, so that the essential technical 
advantages described above cannot be achieved at all. 

Anyone who knows what sales and other difficulties even small con 

If you can imagine how the opinions of the various companies diverge here 
and what strange blossoms the jealousy and envy of the sellers sometimes 
produce, you will easily reject such a convention for all articles. 

If the full benefits of unification are to be achieved in the paint industry, while 
minimizing the disadvantages as far as possible, then this unification must be 
a close and long-lasting one, as many years will pass before the envisaged 
organization is implemented in any direction. We would therefore have to 
make friends with the amalgamation of the individual companies into a single 
large joint stock company (merger). 
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Company association or community of interests16 


Recently, an intermediate stage, the so-called "Betriebs- oder Inter 
essengemeinschaft" (operating or joint venture), has been developed and 
attempted. The stock corporations as such with their legally prescribed bodies, 
such as supervisory board, management board, etc., remain unchanged. On the 
basis of a long-term agreement, an operating or interest group is formed in which 
the companies exchange all their technical and commercial experience and keep 
each other informed and informed of all progress. A "delegation council" made 
up of the members of the board of directors or supervisory board of the various 
companies decides on all important disputes, preferably with a majority 
shareholding, on all issues that do not affect the independence of the 
individual company. The profit is then divided at the end of the operating year 
on the basis of a contractually agreed distribution figure and the General 
Meetings of the individual companies pass independent resolutions on the 
appropriation of the share of profit allocated to them. The dividend will 
generally correspond to its amount according to the distribution formula. 
However, if no agreement is reached on the dividend and one company wishes 
to distribute more dividends than the other, it may do so. The reserves of this 
company are then reduced or the other companies receive an amount 
corresponding to the increase in reserves. Of course, such reductions or increases 
in reserves are subject to an interest rate to be determined in advance to the 
disadvantage or advantage of the companies in question. 

For us Germans, who attach great importance to the preservation of 
individualism, the latter type of merger of several companies is very attractive 
and has also been of great value to the chemical industry wherever it has been 
attempted, such as in the above-mentioned tripartite alliance, but also in a 
number of factories in the pharmaceutical industry. It should be considered if it 
is not possible from the outset to bring about the merger of the paint factories 
into a unified whole. 


Fusion 


As good as the community of interests works from a technical point of view, it 
has the disadvantage that it is also difficult or impossible to centralize sales, 
which are so important. It therefore cannot achieve all the advantages that are 
generally associated with centralization. But as long as the companies are 
independent, as is the advantage of the community of interests, each company 
still has a special interest in the further development of all its operations and in 
giving preference to its specialties in sales. But it must and will be the same 
for a centralized sales outlet, 


16 The following chapters "aBetriebsvereinignng oder Interessengemeinschaft" and "aFusion", which deal 
with possible forms of a merger of the paint factories, were newly introduced in 1916 (H. R.). 
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where and how the individual products transferred to it for sale are made. It will 
primarily sell the best and cheapest product in terms of cost price. If this 
happens, however, it will come into constant conflict with the individual 
companies, each of which is jealous of the sales of the other company and 
must also be anxious to sell its products in order to prevent the other companies 
from outgrowing it. \However, if we want to achieve all the advantages of a 
merger, we must also merge the sales organizations of the different companies, 
and again we can only do this if there is a merger. We will now have to show 
that the merger is also the simpler and more successful way in legal, economic 
and administrative terms, if only we succeed in developing a suitable 
organizational plan and finding the suitable and energetic men required to 
implement it or to transfer them from the old companies to the new one. 

The most obvious way to form such a large company encompassing all 
companies would be for one of the existing stock corporations to increase its 
share capital and, in accordance with § 305 and 306 of the German Commercial 
Code, absorb the other stock corporations and any private companies in 
exchange for the new shares. However, this approach is not feasible because 
the share capital of the absorbing company cannot be increased and the above- 
mentioned shortcomings resulting from the high share price would remain. On 
the other hand, it should be possible to achieve the desired objective in the 
following way: The companies participating in the merger establish a new stock 
corporation under a new name. 

Assuming that eight companies are involved in the merger, the new company 
is to be endowed with a share capital of approximately M 200,000 each, i.e. a 
total of M 1,600,000, which is to be paid immediately in cash by the founders. 
The company statutes precisely regulate the relationships arising after the 
merger and provide for the members of the Supervisory Board and 
Management Board of the individual companies to be merged for the first 
Supervisory Board and for the management. The companies involved in the 
formation must then transfer their assets in their entirety to the new company in 
accordance with sections 305 and 306 of the Commercial Code and agree with 
the new company that their assets will not be liquidated. Furthermore, the 
merger agreement must stipulate the ratio in which the exchange of the shares 
of the old companies for the shares of the new company, whose share capital is 
then to be increased accordingly, is to take place, or in the case of private 
companies, the exact number of shares they will receive from the new 
company for the transfer of their assets. 

However, the costs arising from the merger are very high and would amount to 
around 5% of the new share capital. First of all, the notarization of the articles of 
association for the formation of the new company in accordance with 

No. 1 Z. a. of the tariff for the Reich Stamp Act of July 3, 1913, a stamp of 41/2 
of the Share capital of M 1,600,000 and the takeover of the shares in 
accordance with No. 4 Para. 2 of the tariff for the Reich Stamp Act a further 
Reich stamp of M 1,600,000. 

stamp of three tenths per mille of this share capital. If the share capital is 
increased as a result of the merger, a stamp of 4⁄2% would again be required to 
certify the capital increase and two stamps of three tenths per mille would be 
required. 
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tenths per mille for the allocation and exchange of shares. Added to this would 
be the court and notary's fees, the fee for admission to the stock exchange and 
other minor expenses, so that a total percentage of 6% would be reached in any 
case. 

With this form of association, a separation after the merger, as the Community 
of Interests may allow, albeit only in form and not in substance, is ruled out in 
the event that the hoped-for benefits do not materialize. However, the cause of 
the failure would then certainly not be to be found in the association itself, but in 
the time conditions or in the wrong organization and above all in the fact that 
unsuitable persons are at the top. 


The size of the association is not an obstacle 


The further concern that usually arises when existing factories are completely 
absorbed into a large company, namely that it takes on too large a size, is not 
to be feared in the case of the paint industry. The scientific and historical 
principle that every structure and every empire that expands too much and 
exceeds certain limits in its size harbors the seeds of disintegration also applies to 
such companies. But neither from the capitalist nor from the administrative- 
technical point of view will a joint-stock company formed by uniting the German 
paint factories be too large or too unmanageable. Those giant corporations, such 
as we see before us in the American iron and steel trust and in a large number of 
other trusts in North America, which are twenty times larger in capitalist terms 
and which, as far as the number of factories and the ownership structure are 
concerned, greatly surpass our association, could be maintained as such, and 
there would be no doubt about their viability if they were not over-founded and 
over-burdened with interest on capital. One of the dangers of such a large 
organization is the risk of bureaucratism and stereotyping, which are detrimental 
to business life. Although the example of the Prussian railroad administration, 
which is in itself the largest technical operation under uniform management and 
administration in Europe, cannot be used here because it is a transportation 
facility and a state monopoly, we would like to mention it to show what can be 
achieved in this area. Formalism has not harmed it, and its size, in which it far 
surpasses the smaller railroad administrations of Saxony, Württemberg, Baden 
and Bavaria, has brought it no harm, but only power and thus great 
advantages. Here, too, the war in particular, which placed extraordinarily great 
demands on the railroads in both military and economic terms, confirmed the 
accuracy of this assertion. 


Organization of the united paint factories 


Let us therefore assume that it would be possible to create a stock corporation 
with a capital of around 400 to 500 million marks in one of the ways described 
above. 
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If we want to found a new company and then ask how we want to organize and 
shape this company, we generally only need to prescribe the organization that 
has already been implemented in our large German paint factories, both in terms 
of the commercial and technical aspects, for this new company as well. 
However, we must be very careful to harness the factors that keep such a large 
organism healthy and vigorous, namely the individuality, ideal competition and 
ambition of the individual factories and the people working in them as the 
main driving force. 


Preservation of individuality and competition 17 


Such a large company, which has manufacturing and sales branches not only 
in the most diverse places in Germany, but in all countries of the world, whose 
management and sales center, where all business threads converge, is no 
longer located at the place of manufacture, as is now always the case, and 
which therefore lacks the direct personal contact and influence of the 
managing directors and the sales bodies on the technicians and vice versa, it 
must be centralized in general matters such as administration and external 
representation, purchasing and sales, cash and financial matters, commercial 
accounting and statistics, but decentralized as far as possible in all other 
departments. As far as possible, the individuality of each individual plant and 
each individual department within it must be preserved unchanged. The name 
of the plant and the managers who have worked successfully in it up to now, 
together with all the organs, the invention laboratories, the operating 
laboratories, the design offices and the general and special operating facilities, 
will remain unchanged. The inventions made by the chemists and engineers of 
each factory must be registered in the name of the branch office, albeit via the 
central office and through the centralized patent department located there, by 
the patent office located in each factory, which is in direct personal contact 
with the inventors at all times. If new products are invented in a branch and 
approved for technical presentation by the central office, this factory must of 
course take over the factory, make all preparations for marketing and place the 
product on the market under its own label. 


The large items should always be made in two factories 


If a product is manufactured in one factory by a process which is different 
in its apparatus or its chemistry from that of the other factory, and if there is a 
great superiority of one process over the other, it is not possible to determine 
whether the other process is superior. 


1 7 Duisberg's statements in the sections "Preservation of individuality and ideal competition", 
The large articles should always be made in two factories", "exchange of experience" as well as 
“calculations and technical bookings take place in branch factories" also represent an extension of the 
original memorandum from 1904 (H. R.). 
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If there are no other processes with regard to cost price, e.g. in the production of 
sulphuric anhydride, in the regeneration of chromium salts, in the purification of 
anthracene, in the production of 1. 8-amidonaphthol-3. 6-disulphonic acid (H- 
acid) etc. etc. The different types of processes must be allowed to coexist until a 
greater superiority of one process over the other becomes apparent. But even then 
it is advisable to avoid centralizing the manufacture of such articles, as of large 
articles in general, in order to maintain the principle of competition and for 
technical reasons. However, a number of factories that are not up to date or are 
outdated in their facilities should be closed and production should be transferred 
to the best-equipped factory in order to expand it accordingly. If at all practicable, 
at least two such large factories should be maintained at different locations so that 
the chemists and engineers working there do not feel unrivaled but are constantly 
working in competition with each other. 


Exchange of experiences 


The exchange of experience must then take place by means of written reports, oral 
conferences with the factory managers and reciprocal visits by the plant managers 
of the various factories, so that the advantages of one factory can be continuously 
passed on to the other. Of course, this applies not only to the chemical plants, but 
also to the general facilities, such as transportation, central plants, drying, grinding 
and mixing facilities, mechanical plants, etc., etc. 


Calculations and technical bookings take place in branch factories 


Each plant must carry out the calculations for the products and expenses, the 
controls for the materials used, the bookings for the repairs, for the new 
installations and amortizations itself by suitable commercial staff, who are 
directly under the branch management and are in personal contact with the 
plant managers, but must regularly send the summarized material to the 
central office for booking and control, as the general bookings and comparisons 
with the figures received from the other branches are carried out here. The 
necessary measures must then be taken immediately to ensure that the progress 
made by one plant is immediately utilized by the other plant. If at all possible, 
the products of each branch are to be marketed under the name and label of the 
old company, possibly adding the name of the new company. In the case of dyes 
for export countries such as India, China, Japan, etc. with special labels and in 
special packaging, this is an absolute necessity. 
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Organization must adapt 


The organization, which of course has to be developed on the basis of a careful 
study of all the relevant facilities in the various factories, will develop by itself 
down to the last detail if only suitable and capable people are at the head not 
only of the head office but also of the individual companies. Their main task is to 
ensure that the organization does not take on rigid forms, but remains constantly 
alive and seeks to adapt to changing circumstances and times and all technical 
advances. 


Study all new products 


Everything technically new that appears anywhere in the world should be studied and 
tested in this large factory. The chemistically, physically and technically trained 
engineers required for this are now available; they can be better utilized in a large 
multiform living being, as in a smaller organism, by a skilful management which is 
anxious to place every capable person in the place where he can best develop his 
powers. 

Errors and mistakes will also occur in this large structure, especially in the 
transitional period, as mistakes and errors are human. But for capable and 
energetic experts, working and creating in such a social system that spans all 
areas is a field of work that could not be more beautiful. 


Supervisory Board of the new association18 


But how do we think about the organization at the head office itself? 

The Supervisory Board required by law must be formed in such a way that 
each of the companies entering into the merger initially appoints a 
corresponding number of persons in proportion to their share of the new share 
capital, which will be discussed later. It is recommended that precautions be 
taken to ensure that at least all current members of the supervisory boards of 
the merging companies also become members of the supervisory board of the 
new company. 


Delegation Council 


One member of the Supervisory Board and one or two deputies from each 
company, who have precise expertise and specialist knowledge, must be appointed 
to a Supervisory Board. 


18 From here to the end of the memorandum, the text was completely revised compared to the 1904 version. 
formulated. After leaving some of the original concluding remarks, Duisberg instead discusses the 
possible management bodies and the concrete transitional solutions for thela ter IG Farben Group he 
envisioned (H. R.). 
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to appoint the Committee (Delegation Council). This delegation council will be 
responsible for taking note of all important events taking place in the company 
in meetings held at least once a month and for exercising control over all 
measures taken by the directors. In particular, apart from the preparations for 
the Supervisory Board meetings, which only take place three or four times a 
year, it must approve all employment contracts above a certain salary or income 
amount of, say, M 6000, the approval of investments of all kinds above a certain 
amount, let us assume M 20,000 or M 30,000, and the approval of purchases of 
real estate, participations in foreign companies, the establishment of branch 
offices and organizational changes of all kinds. 


Board of Directors 


The most important part of any large commercial enterprise is the board of 
directors. The main task of every supervisory board must be to find the best 
people with a broad perspective, extensive experience and diverse 
organizational talent. Given the large number of outstanding experts who are 
currently members of the management boards of the various paint factories, the 
choice will not be difficult. But it will also be easy to find and train a suitable 
new generation for later times in the numerous capable technical and 
commercial officials. The main advantage of the association is that the most 
capable civil servants in the departments can be sifted out of the large army of 
civil servants, which numbers in the thousands, for managerial purposes, thus 
creating an elite of civil servants. 


Constitution of the management 


| envisage the constitution of the Directorate in such a way that each member is 
assigned one or more of the following departments, that a deputy is appointed 
for each department to replace the actual director in the event of illness, 
vacation or other business hindrance, and that each is given a seat and vote on 
the Council of the Directorate. 


Chairman 


A chairman to be appointed by the Supervisory Board, who shall be replaced by 
a first or second deputy chairman if he is unable to attend, shall chair the meetings 
of the members of the Board of Directors held at specific times and shall be 
primarily responsible to the Supervisory Board for ensuring that unity is 
maintained in the Board of Directors, in the administration and in the entire 
organization and that the resolutions of the Board of Directors to be adopted by 
majority vote are carried out. To avoid jealousies, this chairman must not, at 
least initially, be given precedence over the other directors. Whether he still has 
to fulfill his general 


Brought to you by | Nanyang Technological University 
Authenticated 
Download Date | 6/13/15 3:42 AM 


268 Sources and materials 


The decision as to which special department he takes on depends on his 
manpower and skills. It is better if he pays homage to the principle : "The 
master shows himself in limitation" and tries to make himself useful in the 
interest of the whole by keeping himself oriented in all areas by visiting the 
various production and possibly also the sales branches, preserving the unity 
of the administration and having a stimulating effect in every direction. 


Registered office of the company 


The registered office of the company and the board of directors should be 
chosen in a city that is as central as possible between the major production 
sites and from which it is easy to visit the individual factories or to which the 
members of the board of directors living at the branches or their deputies can 
easily get to the major board conferences, delegation meetings, supervisory 
board meetings, general consultations and discussions. The Chairman, the 
Deputy Chairmen and the Commercial Directors must take up residence at the 
registered office of the new company as soon as possible so that all general 
matters and sales issues can be dealt with uniformly in daily conferences. 


Transition period 


During the transitional period and as long as a sufficient number of suitable 
offices are not available, sales will be carried out by the sales offices of the old 
companies in the same way as before, only with the lowest sales prices and 
conditions for all articles to be fixed immediately and regulated in conferences 
to be held regularly at least once a week. However, the directors and 
department heads to be appointed for the individual countries immediately set 
about introducing and implementing the necessary centralization and uniform 
order by personally inspecting the sales branches and in consultations with 
their managers. As soon as this has been done, sales in these countries are 
then managed solely by the head of the directorate concerned, regardless of 
whether he still resides at the factory of the old company or has already moved 
to the headquarters of the new company. In this way, slowly but surely and 
without disruption, all the threads of sales are directed to one point and 
ultimately the entire sales operation is managed from the head office. 


Slow and not hasty conversion 


The above-mentioned technical advantages resulting from the merger of the 
various companies naturally come into play immediately, before centralization is 
completed. But here, too, the motto is : "Walking and not jumping", both in 
technical and commercial terms. The transformation in all directions must take 
place slowly, with proper utilization of the 
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available forces. If you want to create something good and new, you must not 
save on manpower first. Either the unification requires such a growth in the 
size of the business and sales that the available manpower will all be utilized in 
the course of time or, if this is not the case, years will pass before the total 
unification is completed, and then the superfluous manpower will have time 
enough to look elsewhere. 

As we can see, the organizational issue is not a problem either. The new 
directors only need to proceed with great energy on the one hand and with 
wisdom and tact on the other. Of course, the structure of the new company 
described in such detail can also be organized differently in many directions. 
Only one way should be suggested and described in detail here. 

In any case, anyone who wants to come to an understanding and enjoy the 
benefits of the merger must cast aside all petty concerns. They must only 
judge and make decisions from a broad perspective. The decision will not be 
easy for anyone, as every company and every member of the administration 
will have to make sacrifices and give up all kinds of cherished facilities. The 
personal influence now exercised within the narrower framework of the smaller 
business will be less in the large realm of the Farbenvereinigung. The large 
capital that is in the hands of the company owners or individual companies or 
finally in the families of the founders, and which was decisive in the smaller 
circle of companies that now exist, will no longer be the only decisive factor in 
the united paint factories. Nevertheless, the advantages of the merger are so 
great, especially for the owners of the private companies and for the current 
shareholders, that everyone will be happy to participate. If there is the good will 
to carry out this amalgamation on a sound and solid basis, which, there is no 
doubt, would secure world domination for the German paint industry for 
decades to come, the right way will be found. 

If I am not mistaken, the time conditions for discussing all the issues here 

As was the case ten years ago, the situation now is extremely favorable. The 
war has shown how important the paint industry is for every country. The 
enemy countries have already taken steps to establish paint factories. Neutral 
countries are also in the process of becoming independent in this field. We, the 
managers of the dye factories, know, however, that our industry can only 
flourish and prosper if it is not fragmented, but remains large and powerful in 
the German Reich as it has been up to now. The world consumption of artificial 
dyes is too small and the number of products too large to permit the kind of 
widespread decentralization that would result from production in any 
industrialized country. We know from our own experience with our branch 
factories in France, Russia, England and America, which are already too 
widely dispersed, how great the overheads will be, so that even high customs 
duties, such as 30 % of turnover, will not make manufacturing in America 
appear worthwhile. The enemy countries will raise the tariff wall even higher if 
necessary. The German paint factories must then stand together as one man 
and resist the establishment of new production branches for as long as possible. 
But is this not possible without the 
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sales, we must not, as is the case now, build one such branch factory each, but 
join forces to build just one instead of the many factories. But selling in enemy 
countries will not be easy after the war either. Here, too, we have to stick 
together. 

So get to work quickly. The war offers the most favorable opportunity. A 
debate between the representatives of the major companies will soon show 
whether the timing is right. 

But if | am mistaken, neither my work in this field nor the discussions that 
followed will have been in vain. The day will come when the German dye 
factories will form a single large, powerful association for the benefit of the 
German chemical industry and thus the German fatherland. Hopefully they will 
not wait until times have worsened and the conditions for the merger are less 
favorable, but will unite quickly and soon, bearing in mind the saying: "The 
world belongs to the brave". 


Leverkusen, August 19J 5. 
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